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EXPOSURE DRAFT
OMNIBUS PROPOSAL OF
PROFESSIONAL ETHICS DIVISION
INTERPRETATIONS AND RULINGS
 PROPOSED REVISION OF INTERPRETATION NO. 101-1A.2 UNDER RULE 101: Interpretation of Rule 101 
PROPOSED REVISION OF INTERPRETATION NO. 101-2 UNDER RULE 101: Employment or Association With
Attest Clients Former Practitioners and Firm Independence  PROPOSED REVISION OF INTERPRETATION NO.
101-10 UNDER RULE 101: The Effect on Independence of Relationships With Entities Included in the Governmental
Financial Statements  PROPOSED REVISION OF ETHICS RULING NO. 41 UNDER RULE 101: Financial Services
Company Has Custody of a Member’s Assets Member as Auditor of Insurance Company PROPOSED REVISION
OF ETHICS RULING NO. 70 UNDER RULE 101: Member's Depository Relationship With Client Financial Institution
PROPOSED DELETION OF ETHICS RULING NO. 77 UNDER RULE 101: Individual Considering or Accepting
Employment With the Client

June 17, 2002

Prepared by the AICPA Professional Ethics Executive Committee for comments
from persons interested in independence, behavioral, and technical standards
matters
Comments should be received by August 17, 2002, and addressed to
Lisa A. Snyder, Director, Professional Ethics Division,
AICPA, Harborside Financial Center, 201 Plaza Three,
Jersey City, NJ 07311-3881 or via the Internet at lsnyder@aicpa.org.
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June 17, 2002
This exposure draft contains a number of important proposals for review and comment by the
AICPA’s membership and other interested parties regarding pronouncements for possible adoption
by the Professional Ethics Executive Committee. The text and an explanation of each proposed
pronouncement are included in this exposure draft.
After the exposure period is concluded and the committee has evaluated the comments, the
committee may decide to publish one or more of the proposed pronouncements. Once published, the
pronouncements become effective on the last day of the month in which they are published in the
Journal of Accountancy, except as may otherwise be stated in the pronouncements.
Your comments are an important part of the standard-setting process. Please take this opportunity to
comment. Responses must be received at the AICPA by August 17, 2002. All written replies to this
exposure draft will become part of the public record of the AICPA and will be available for
inspection at the office of the AICPA after September 17, 2002, for a period of one year.
All comments received will be considered by the committee at an open meeting, which is scheduled
for November 14 – 15, 2002, at the AICPA Washington, D.C., office.
Please send comments to Lisa A. Snyder, Director, AICPA Professional Ethics Division, Harborside
Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881 or lsnyder@aicpa.org. Comments
submitted via electronic mail are encouraged and would be appreciated.
Sincerely,

James Curry
Chair
AICPA Professional Ethics
Executive Committee

Lisa A. Snyder
Director
AICPA Professional
Ethics Division
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PROPOSED REVISION OF
INTERPRETATION NO. 101-1A.2 UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to Interpretation No. 1011A.2, “Interpretation of Rule 101” (AICPA, Professional Standards, vol. 2, ET sec. 101.02),
addressing those situations in which a covered member serves as a trustee, executor, or administrator
of an estate or trust that has a financial interest in an attest client. The committee believes that
independence would be considered impaired under such circumstances unless the member has no
authority to make investment decisions for the trust or estate. This position is consistent with the
new independence rules of the Securities and Exchange Commission, which were released in
November 2000. In addition, the committee believes that independence would also be considered
impaired if a covered member served as a trustee or executor of a trust or estate that owned more
than 10 percent of the client’s securities or when the investment in the attest client represented more
than 10 percent of the trust’s or estate’s assets, even when the covered member has no authority to
make investment decisions.
[Text of Proposed Revision of Interpretation No. 101-1A.2] 1
Independence shall be considered to be impaired if:
A. During the period of the professional engagement a covered member
1. Had or was committed to acquire any direct or material indirect financial interest in
the client.
2. Was a trustee of any trust or executor or administrator of any estate if such trust or
estate had or was committed to acquire any direct or material indirect financial
interest in the client. and
(i)
The covered member had the authority to make investment decisions for the
trust or estate; or
(ii)
The trust or estate owned more than 10 percent of the client’s outstanding equity
securities or other ownership interests or the value of the trust’s or estate’s holdings
in the client exceeded 10 percent of the total assets of the trust or estate.

1

Strikethrough denotes proposed deletions to current text. Proposed new language is in italic.
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PROPOSED REVISION OF INTERPRETATION NO. 101-2
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to Interpretation No. 101-2,
“Former Practitioners and Firm Independence” (AICPA, Professional Standards, vol. 2, ET sec.
101.04), to ensure that independence is maintained when a firm professional is considering or has
accepted employment with an attest client. In deliberating this issue, the committee considered the
effectiveness of a mandated “cooling-off period”—a prohibition against an attest client hiring a firm
professional for some period of time, or a restriction placed on the firm or its professionals (as
opposed to the client) by deeming such hiring to impair independence. In recent years, the
Independence Standards Board (ISB), the Securities and Exchange Commission (SEC), and various
international standard setters have studied this topic. Such studies indicate that a cooling-off period
would unnecessarily restrict employment opportunities and would not be the most effective means of
regulating the issue. Similar to the ISB and SEC positions, the committee believes that a cooling-off
period carries with it an unnecessary cost to the public, profession, and industry. For example,
limiting the ability of companies to hire a qualified person could, in some cases, reduce the quality
of financial reporting. The committee does not believe that forcing a company to choose between the
right person for the job or its accounting firm is the correct answer, especially if both are right for
the job.
The committee believes that a combination of restrictions and safeguards (that is, policies and
procedures) is the most appropriate and effective manner to deal with the threats to independence
under such circumstances. Accordingly, the proposed revision includes specific requirements that a
firm professional must follow when he or she accepts a key position (for example, having primary
responsibility for the preparation of the financial statements or ability to exercise influence over the
financial statements) with an attest client.
Also incorporated into the proposed revision are specific policies and procedures related to
individual and firm responsibilities when firm professionals are considering employment with, or
have become employed by, an attest client. The procedures set forth in Ethics Ruling No. 77,
“Individual Considering or Accepting Employment With the Client,” of ET section 191, Ethics
Rulings on Independence, Integrity, and Objectivity, have been incorporated into the revised
Interpretation and therefore that Ethics Ruling is being proposed for deletion (see page 16). In
addition, many of the safeguards described in ISB Standard No. 3, Employment with Audit Clients,
have been incorporated into the revised Interpretation as appropriate policies and procedures to
safeguard independence.
[Text of Proposed Revision of Interpretation No. 101-2]
Employment or Association With Attest Clients Former practitioners and firm independence. A
firm’s independence will be considered to be impaired with respect to a client if a partner or firm
5

professional leaves the firm and is subsequently employed by or associated with that client in a key
position unless all of the following conditions are met:For purposes of this interpretation, a former
practitioner is defined as a proprietor, partner, shareholder, or equivalent who leaves by resignation,
termination, retirement, or sale of all or part of the practice.
For purposes of determining a firm's compliance with rule 101 [ET section 101.01] and its
interpretations, a former practitioner is not included in the term "a member or a member's firm" (see
ethics interpretation 101-9, ET section 101.11) provided that
1. Amounts due to the former partner or firm professional written agreement exists whereby
the payments of the amounts due to the former practitioner for his or her previous interest in
the firm and for unfunded, vested retirement benefits are not material to the firm, and the
underlying formula used to calculate the payments remains fixed during the payout period.
Retirement benefits may also be adjusted for inflation and interest may be paid on amounts
due.
2. The individual former practitioner does is not participate in a position to influence the
accounting firm’s operations or financial policies. the firm's business or professional
activities whether or not compensated for such participation. This proscription does not
apply to consultations on an advisory basis for a reasonable period of time during the
transition period upon leaving the firm.
3. The individual former practitioner does not participate or appear to participate in the firm’s
business or professional activities, nor is he or she of or be associated with the his or her
former firm, whether or not compensated for such. An appearance of participation or
association, once employment or association with the client begins. An appearance of
participation or association results from such actions as:
•

The individual provides consultation to the firm.

•

The firm provides the individual with an office and related amenities (for example,
secretarial and telephone services).

•

The individual’s name is included in the firm’s office directory.

•

The individual’s name is included as a member of the firm in other membership lists of
business, professional, or civic organizations, unless the individual is clearly designated
as retired.

inclusion of the former practitioner's name under the firm's name in an office building
directory, inclusion of the former practitioner's name as a member of the firm in membership
lists of business, professional or civic organizations, or inclusion of the former practitioner's
name in the firm's internal directory without being designated as retired. The former
practitioner will not be considered as participating or associating with his or her former firm
solely because the former practitioner is provided an office, either in the firm's suite or in a
separate location, and related office amenities such as secretarial and telephone services.
6

(However, see 4. below for restrictions regarding office space and amenities for a former
practitioner who accepts a position of significant influence with a client.)
4. A former practitioner in a position of significant influence with the client must no longer be
provided with office space and related amenities by his or her former firm.
In addition to the above requirements, the firm should have the following policies and procedures in
place to cover situations in which a partner or firm professional is considering employment or
association with the attest client or leaves the firm and is subsequently employed by or associated
with the attest client.
Considering Employment or Association With the Client
• Partners and covered members should be required to report to the firm communication
regarding a specific offer for or the intention to seek employment with the attest client.
• Once the firm has been notified that a partner or covered member is considering (or has
been offered) employment by the client, the firm should remove the individual from any
engagement for that client that he or she is assigned to until the firm is satisfied that the
employment offer has been rejected or employment is no longer being sought.
• Upon removal of the partner or covered member from an engagement, the firm should
consider what, if any, additional procedures may be necessary to provide reasonable
assurance that all work had been performed with objectivity and integrity as required under
Rule 102 [ET section 102.01].
• If a firm becomes aware that a partner or covered member did not report his or her
communications regarding employment with the client as required by firm policy, the firm
should consider what if any additional procedures may be necessary to provide reasonable
assurance that all work had been performed with objectivity and integrity. Any additional
procedures will depend on the nature of the engagement and the individual involved, and
may require reperformance of work already done or other appropriate procedures.
Employed by or Associated With the Client
• The ongoing attest engagement team should consider the appropriateness or necessity of
modifying the engagement procedures to adjust for risk that, by virtue of the individual’s
prior knowledge of the audit plan, audit effectiveness could be reduced.
• When the individual will have significant interaction with the attest engagement team, the
firm should assess whether the existing attest engagement team members have the
appropriate experience and status within the firm to effectively deal with the former firm
professional and his or her work. Appropriate steps should be taken by the firm based on the
results of the assessment.
• When the former firm professional joins an attest client in a key position within one year of
disassociating from the firm and the individual has significant interaction with the attest
engagement team, the firm should review the subsequent attest engagement to determine
whether the remaining engagement team maintained the appropriate skepticism when
evaluating the representations and work of the former firm professional. The review should
be performed by a professional with appropriate stature, expertise, and objectivity. The
extent of this review should be tailored based on the position that the individual assumed at
7

the attest client, the position he or she held at the firm, the nature of the services he or she
provided to the client, and other relevant facts and circumstances.
[Replaces previous interpretation 101-2, Retired Partners and Firm Independence, August, 1989,
effective August 31, 1989. Revised, effective December 31, 1998, by the Professional Ethics
Executive Committee.]
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PROPOSED REVISION OF INTERPRETATION NO. 101-10
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to AICPA Interpretation No.
101-10, “The Effect on Independence of Relationships With Entities Included in the Governmental
Financial Statements” (AICPA, Professional Standards, vol. 2, ET sec. 101.12), as a result of recent
changes to the governmental reporting model due to the issuance of Government Accounting
Standards Board (GASB) Statement No. 34, Basic Financial Statements—and Management’s
Discussion and Analysis—for State and Local Governments, and the anticipated release of revisions
to the Audit and Accounting Guide Audits of State and Local Governments in September 2002. In
addition, certain changes were made to the Interpretation to conform to the AICPA’s new
independence rules that were issued in November 2001 (that is, engagement-team focused approach
to independence).
In reviewing the existing Interpretation the committee also challenged the underlying assumptions
relating to the Interpretation. Whereas the current Interpretation focuses on independence in
governmental reporting based upon the commercial model concept of financial control, the
committee believes the GASB criteria for government-wide reporting on the basis of accountability
(GASB Concepts Statement No. 1) and fund level reporting are more appropriate and consistent with
a government reporting model. Accordingly, certain revisions were made to reflect this concept.
[Text of Proposed Revision of Interpretation No. 101-10]
The effect on independence of relationships with entities included in the governmental
financial statements.9 For purposes of this Iinterpretation, a financial reporting entity's basic
general purpose financial statements, issued in conformity with generally accepted accounting
principles, include the primary government-wide financial statements (consisting of the entity’s
governmental activities, business-type activities and discretely presented, its fund types, funds,
account groups, and blended component units), the fund financial statements (consisting of major
funds, internal service funds, and fiduciary funds) and other entities or disclosedures of discretely
presented component units that should be included in the general purpose financial statements, and
notes to the basic general purpose financial statements. Entities that should be disclosed in the notes
to the basic general purpose financial statements include, but are not limited to, related
organizations, joint ventures, jointly governed organizations, and component units of another
government with characteristics of a joint venture or jointly governed organization.
9

Except for a financial reporting entity’s general purpose financial statements, which is defined within the text of this
Iinterpretation, certain terminology used throughout the Iinterpretation is specifically defined by the Governmental
Accounting Standards Board.
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Auditor of Financial Reporting Entity
A covered member issuing a report on the basic general purpose financial statements of the financial
reporting entity must be independent of the financial reporting entity, as defined in paragraph 1 of
this Iinterpretation. However, independence is not required with respect to any major or nonmajor
fund, internal service fund, fiduciary fund, or component unit or other entities disclosed in the
financial statements, where the primary auditor explicitly states reliance on other auditors reports
thereon. In addition, independence is not required with respect to an entity disclosed in the notes to
the basic financial statements, related organization if the financial reporting entity is not financially
accountable for the organization and the required disclosure does not include financial information.
(Ffor example, a disclosure limited to the financial reporting entity’s the ability to appoint or the
appointment of governing board members would not require a member to be independent of that
organization).
However, the covered member and his or her immediate family should not hold a key position with a
major fund, nonmajor fund, internal service fund, fiduciary fund, or component unit of the financial
reporting entity or other entity that should be disclosed in the notes to the basic financial statements.
Auditor of a Major Material Fund Type, Nonmajor Fund, Internal Service Fund, Fiduciary
Fund Account Group, or Component Unit of the Financial Reporting Entity or Other Entity
Tthat Should Be Disclosed in the Notes to the Basic General Purpose Financial Statements of
the Financial Reporting Entity
A covered member who is auditing the financial statements of a major material fund type, nonmajor
fund, internal service fund, fiduciary fund account group, or component unit of the financial
reporting entity or an entity that should be disclosed in the notes to the basic general purpose
financial statements of the financial reporting entity, but is not auditing the primary government,
should be independent with respect to those financial statements that the covered member is
reporting upon. and those of the primary government. The covered member is not required to be
independent of the primary government or other funds types, funds, account groups, or component
units of the financial reporting entity or entities that should be disclosed in the notes to the basic
general purpose financial statements. However, the covered member and his or her immediate family
should not hold a key position within the primary government. For purposes of this Interpretation, a
covered member and immediate family member would not be considered employed by the primary
government if the exceptions provided for in ET section 92.03 are met. of the financial reporting
entity provided they are not financially accountable for or to the auditee organization 10 or cannot
significantly influence the auditee organization through financial transactions or through common
policy-making individuals 11 or governing board membership.
10

Auditee organization refers to the entity with respect to which professional services are performed.

11

Policy-making individuals are individuals who occupy positions with the entity relating to its primary operating,
financial, or accounting policies.

Auditor of Immaterial Fund Type, Fund, Account Group, or Component Unit of the Financial
Reporting Entity or Entity that Should Be Disclosed in the Notes to the General Purpose
Financial Statements of the Financial Reporting Entity
10

A member who is not auditing the primary government but is auditing the financial statements of
one or more fund type(s), fund(s), account group(s), or component unit(s) of the financial reporting
entity or entity(ies) that should be disclosed in the notes to the general purpose financial statements
of the financial reporting entity that alone or in the aggregate are immaterial to the general purpose
financial statements, should be independent with respect to those financial statements and should not
be associated with the primary government in any capacity described in interpretation 101-1-B [ET
section 101.02]. If the member is auditing immaterial fund types, funds, account groups or
component units of the financial reporting entity or entities that should be disclosed in the notes to
the general purpose financial statements of the financial reporting entity that, when aggregated, are
material to the financial reporting entity, the member should be independent of those financial
statements and the primary government.
[Formerly paragraph .11, renumbered by adoption of the Code of Professional Conduct on January
12, 1988. References changed to reflect the issuance of the AICPA Code of Professional Conduct on
January 12, 1988. Replaces previous interpretation 101-10, The Effect on Independence of
Relationships Proscribed by Rule 101 and its Interpretations With Nonclient Entities Included With
a Member's Client in the Financial Statements of a Governmental Reporting Entity, April 1991,
effective April 30, 1991. Replaces previous interpretation 101-10, The Effect on Independence of
Relationships With Entities Included in the Governmental Financial Statements, January 1996,
effective January 31, 1996.]
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PROPOSED REVISION OF ETHICS RULING NO. 41
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to Ethics Ruling No. 41,
“Member as Auditor of Insurance Company” of ET section 191, Ethics Rulings on Independence,
Integrity, and Objectivity, which addresses whether independence would be considered impaired
when a client has custody of a covered member’s assets. The current Ethics Ruling, which applies to
insurance company clients, would be expanded to cover all financial service company clients. The
committee believes that such professional relationships with a client would impair independence
unless such services were rendered under the (client) company’s normal terms, procedures, and
requirements and any of the covered member’s assets subject to the risk of loss were immaterial to
his or her net worth. This position is consistent with Ethics Ruling No. 70 (see pages 14 and 15),
which is limited in application to depository accounts with financial institution clients. In its
deliberation of the revised Ethics Ruling, the committee acknowledged that the new Securities and
Exchange Commission independence rules allow a firm or a covered person (comparable to
AICPA’s “covered member”) to use the services of a broker-dealer audit client provided the cash
and securities held in the account are protected by the Securities Investor Protection Corporation
(SIPC).
[Text of Proposed Revision of Ethics Ruling No. 41]
Financial Services Company Has Custody of a Member’s Assets Member as Auditor of
Insurance Company
.081 Question—A financial services company (for example, insurance company, investment adviser,
broker-dealer, bank or other depository institution) has custody of a member’s assets (other than
depository accounts), including retirement plan assets Contributions made by a member for a
retirement plan for the member and the member's employees are invested and managed by an
insurance company in a pooled separate account, not part of the general assets of the insurance
company, for this and similar contracts. Would the independence of the member be considered to be
impaired?
.082 Answer— If a covered member’s assets were held by a financial services company client,
iIndependence of the member would not be considered to be impaired as a result of the member's
investment in the pooled separate account provided the services were rendered under the company’s
normal terms, procedures, and requirements and any of the covered member’s assets subject to the
risk of loss were immaterial to the covered member’s net worth. Risk of loss may include losses
arising from the bankruptcy of or defalcation by the client but would exclude losses due to a market

12

decline in the value of the assets. When considering the materiality of assets subject to the risk of
loss, the covered member should consider the following:
•
•
•

Protection provided by state or federal regulators (for example, state insurance funds)
Private insurance or other forms of protection (for example, the Securities Investor
Protection Corporation) obtained by the financial services company to protect the assets
Protection from creditors (for example, assets held in a pooled separate account)

For guidance dealing with depository accounts, see Ethics Ruling No. 70 [ET section 191.140 and
.141].
[Replaces previous ruling No. 41, Member as Auditor of Mutual Insurance Company, November,
1990.]
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PROPOSED REVISION OF ETHICS RULING NO. 70
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to Ethics Ruling No. 70,
“Member’s Depository Relationship With Client Financial Institution” under ET section 191, Ethics
Rulings on Independence, Integrity, and Objectivity, which addresses whether independence would
be considered impaired when a member has a depository relationship with a financial institution
client. The proposed revision would allow an individual who is considered to be a covered member
to have a grace period of 30 days to reduce any material, uninsured balance to an immaterial amount.
The committee is also proposing a revision that would allow a firm to have uninsured deposits with a
financial institution that is an attest client, provided the likelihood of the client experiencing
financial difficulties is remote. This provision is consistent with the new Securities and Exchange
Commission (SEC) independence rules released in November 2000. Like the SEC, the committee
recognizes that large firms often maintain account balances in excess of Federal Deposit Insurance
Corporation (FDIC) limits, and the heavy daily volume of large transactions imposes such demands
on a financial institution that there are, as a practical matter, a limited number of banks that are able
to service these accounts. Accordingly, the committee has agreed to allow for this limited exception.
Finally, the committee recognizes that there are forms of insurance other than FDIC that are
available to protect the covered member’s assets.
[Text of Proposed Revision of Ethics Ruling No. 70]
Member's Depository Relationship With Client Financial Institution
.140 Question—A member maintains checking accounts or has savings accounts, certificates of
deposit, or money market accounts at a client financial institution for which the member provides a
service requiring independence. Would these member's checking accounts or savings accounts,
certificates of deposit or money market accounts depository relationships impair the member's and
his firm's independence with respect to the financial institution under rule 101 [ET section 101.01]
and its interpretations?
.141 Answer—If an individual is a covered The member,'s and his firm's independence would not be
considered to be impaired with respect to the financial institution provided that—

• Tthe checking accounts, savings accounts, certificates of deposit, or money market accounts
were fully insured by the appropriate state or federal government deposit insurance agencies
or by any other insurer; . or

• Checking accounts, savings accounts, certificates of deposit and money market accounts not
fully insured by state or federal government deposit insurance agencies would not impair
14

independence provided that Tthe uninsured amounts, in the aggregate, weare not material to
the net worth of the covered member or the member's firm. (When uninsured amounts were
considered to be material, independence would not be considered impaired provided the
uninsured balance was reduced to an immaterial amount no later than 30 days from the
date the uninsured amount becomes material.)
A firm’s depository relationship would not impair its independence provided that the likelihood of
the financial institution experiencing financial difficulties was considered to be remote.
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PROPOSED DELETION OF ETHICS RULING NO. 77
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a deletion of Ethics Ruling No. 77,
“Individual Considering or Accepting Employment With the Client,” of ET section 191, Ethics
Rulings on Independence, Integrity, and Objectivity, because the substance of this Ethics Ruling has
been incorporated into the revised Interpretation No. 101-2, “Employment or Association With
Attest Clients” (AICPA, Professional Standards, ET sec. 101.04) (see pages 5-8).
[Text of Proposed Deletion of Ethics Ruling No. 77]
Individual Considering or Accepting Employment With the Client
.154 Question—During the performance of an engagement, an individual participating in the
engagement may be offered employment by the client or may seek employment with the client.
What are the implications of these actions with respect to the AICPA Code of Professional Conduct?
.155 Answer—An individual participating in an engagement who is offered employment by, or seeks
employment with, that client during the conduct of the engagement must consider whether or not his
or her ability to act with integrity and objectivity has been impaired. When the engagement is one
requiring independence, the individual must remove himself or herself from the engagement until the
employment offer is rejected or employment is no longer being sought, in order to prevent any
appearance that integrity or objectivity has been impaired.
A member may become aware that an individual participated in the engagement while employment
with the client was being considered or after it had been accepted. In these circumstances the
member should consider what, if any, additional procedures may be necessary to ensure that all work
had been performed with objectivity and integrity as required under rule 102 [ET section 102.01].
Any additional procedures will depend on the nature of the engagement and may require
reperformance of the work or other appropriate procedures.
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